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Ovarviow 

Tho price of Gold lias fallen sharply as US demand failed to meet foreign 
expectations. Gold slumped to $169,50 yesterday down $25.75 from Monday, 
30 December. In December, traders estimated that anticipated US demand had 
added $30 to the price. 



On tho world Commodity Markets, Prices of Industrial Raw Materials continue 
to lull, having plunged 40% since April. Industrial fibers dropped more than 35% 
and metals more than 25% for the full year 1974. In contrast, world food prices 
rose almost one-third, led by the sharp increase in sugar prices. Petroleum prices 
quadrupled since the October 1973 war. (Confidential No Foreign Dissem) 
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US INDIFFERENCE TO GOLD CAUSES PRICE BREAK 


The gold price declined shiirply Inst week :is the level of US demand fell 
short of market expectations. In London, the price declined from S 195,25 on 
30 Decent her to $169.50 on 7 January. The lack of demand at Monday's Treasury 
auction - only 740,000 ounces were sold at prices as low as SI 53 - confirmed 
the feeling that traders had overestimated the US market's potential, at least in 
the short run. 


Major gold producers have not yet reacted to the sharp price decline, South 
Africa and the Soviet Union could restrain supply sufficiently to counter any further 
weakening in price. Pretoria lias left open its option to reduce sales but will probably 
sell enough gold to cover foreign exchange needs. The USSR can afford to cut 
sales in 1975 and is likely to do so should the market weaken further. 


US buyer intentions and Treasury policy have been the dominant factors in 
the market since mid- 1 974. Predictions by Luropcan dealers starting last summer 
that the gold price would hi t S200 an ounce even before US citizens entered the 
market had helped drive up prices by more than S40 from mid-October to 
30 December. Treasury's announcement in early December that it would sell up 
to 2 million ounces, about one to two weeks' supply on luiropean markets, caused 
only a temporary drop in price. 

London Free Market Gold Pries' 
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The price of gold in 1975 svill hinge on a numher ol' factors including the 
mnrkcl's perception of US intentions, the results of upcoming I M l ; illscussions on 
Bold, mul possible changes in other countries' policies on gold, (Confidential No 
Foreign Dissent)* 

# # # * 


INDEXING FOR INFLATION 


Indexing -- the iiutonuitic adjustment of wages, loans, and taxes to compensate 
for inflation -- is an increasingly popular political response to problems stemming 
from spiraling prices. It lias proved most valuable in minimizing the redistribution 
of income that normally accompanies inflation. While making inflation easier to 
live with, indexing can speed up the inflationary process. 


Use of Indexing 


Index adjustments in wages and pensions usually arc triggered only after a 
lag anu often do not compensate fully for price changes. For financial instruments 
such as bonds or savings accounts, both the interest payments and the principal 
usually are adjusted retroactively to reflect inflation. Tax rates have been adjusted 
in certain countries by linking the value of personal exemptions and/or the 
definition of tax brackets to price indexes. 


Indexing is not new. For example, it was used as early as 1742 in the 
Massachusetts Bay Colony to preserve the real value of government bonds. Most 
West European countries began using indexing since the late 1940s. Canada has 
recently expanded its program, and Australia and the United Kingdom are moving 
to implement or broaden indexing programs. Brazil and Israei now make the most 
extensive use of indexing. 


Among industrial countries, escalator clauses in wage contracts are the most 
widely used form of indexing. In the United States, nearly 4 million workers in 
the private sector are covered by wage escalators. In addition, US social security 
payments were brought under the system last year. At least some wages or pensions 
are indexed in 13 other countries. A number of LDCs - especially Latin American 
countries - have indexed financial instruments with an eye to encourage private 
investment. 
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Use of Index Injt in Selected Countries 1 




Wages 

Social 

Security 

Homls/Loaiis 

Mortgages/ 

Rents 

Taxes 

Not lit America 

(Ini led Si sill's 

1*) 17 • present 

1074 • present 

1742, DM5 

.... 

.... 

Canada 

D>72 • piesenl 

l%5 * piesenl 

... . 

.... 

1074 • present 

hi tin America 

Argentina 


.... 

107: ■ piesenl 

.... 

.... 

Hi si/ 11 

|oo4 • present 

.... 

1004 • piesenl 

tool 

1004 • piesenl 

Chile 

1 000*00 

105: * present 

.... 

.... 

.... 

Colombia 


.... 

.... 

1072 • piesenl 

.... 

Uruguay 

.... 

.... 

.... 

|07l • piesenl 

.... 

Western liutope 

Holglinn 

DMN • present 

1055 • piesenl 

.... 

.... 

.... 

Denmsnk 

l‘M5 • present 

DM4 • present 

.... 

.... 

.... 

Finland 

1045*07 

1057 ■ piesenl 

1052*07 

1052*07 

.... 

1 -i since 

DMN-OK 

104 8 • present 

I052-5N 

.... 

.... 

West (ieimany 

.... 

.... 

DMOs 

.... 

.... 

Italy 

DM5 • present 

1050 . present 

.... 

.... 

.... 

Nellierlaiuls 

1005 • present 

I05(> • piesenl 

.... 

.... 

1072 • piesenl 

Norway 

* present 

1007 * piesenl 

.... 

.... 

.... 

United Kingdom 

DM5*::; 107.1*74 

.... 

1074 • piesenl 2 

.... 

.... 

Ollier 

Australia 

DM 1-5.1 2 

.... 

.... 

.... 

.... 

Iceland 

1071 • present 

1000 • preseni 

1055 

.... 

1071 •present 

Israel 

DM0 * present 

.... 

1048 • piesenl 

1050 • present 

.... 

China 

DM0-5I 

.... 

1040*51 

.... 

.... 

New Zealand 

.... 

1074 * present 


.... 

.... 


1. Unifies iiit not necessarily indicate comprehensive Indexing in (tac ic spec live categories. Source: Derived almost entirely from 
S.A.II. I’ape and S. Trullnpo, “An international Survey of Indexing. and l.lleels,’* National Institute Ixunontlv Keview, November 
1974, pp, 4(1*59, Onclassilled. 

2. Legislation now pending. 


Pros iiiul Cons 


Proponents of indexing claim (lull 

• adjustment of salaries, pensions, and (axes is soeially desirable because 
it protects the real incomes of groups with little bargaining power in 
the market place or the political arena: 

• adjustment of the value anil earning power of financial instruments 
promotes economic growth by maintaining incentives to save and invest: 

• indexing tends to moderate inflation, since people fee! less need to make 
extreme financial demands in anticipation of continuing price iiikes: and 
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Socrol 


indexing can contribute Ion In' Her ill loculi on of resources - for example, 
by maintaining the rent return on inveslmeul, 


(’lilies iisscrl Hull 




indexing contributes lo iiifliilion 
to aggregate monetary ilemimd, 


by raising wage costs mid hy adding 


• weakens public support for anti-inflation policies by taking the sling out 
of inllation, and 

• distorts the allocation of resources unless applied throughout an economy 
in a uniform manner -- a difficult task, at best. 


Assessment 


Although spreading, indexing remains a minor policy tool in most countries -- 
mainly because of uncertainties concerning its impact. Many observers are convinced 
that wage indexing has intensified inllation, not just made it more tolerable. I'inland 
banned wage indexing in 1%7 after 22 years of experience, Norway is moving 
to end the practice, and the Netherlands is reconsidering its program. 


Indexing of pensions is strongly supported on the grounds of social equity. 
No country that has introduced it seems to have any doubts about the need to 
protect citizens with low, fixed incomes. 


Indexing of financial instruments has helped to revive confidence among 
private investors in at least a lew Ll)( s. Brazils rapid economic giowth ovei the 
past decade is partly the result of indexing measures that stimulated saving and 
investment. The same is true ol Israel, where capital was Hoeing the' country prior 
to indexing. In Colombia, however, indexing of mortgage obligations has led to 
overinvestment in housing, depriving competing sectors of capital. 


Indexing of income taxes 
Canada, which introduced the 
largely offset by increases in 
( Unclassified) ■ 


has been of little benefit to consumers. H.xccpt for 
measure in late I (174, these adjustments have been 
indirect taxes to compensate for lost revenues. 


i 


0 






* * * * 


Approved For Release 2000/09/14 : CIA-RDP86T00608R000500140001-2 

Secret 


Approved For Release 2000/09/14 : CI£ o -RpP86T00608R000500140001-2 


CHINA: A SO SO 1974 HARVEST 

The Chinese grain harvest lor 1074 vvsis Hide il' any higher Ilian the almost 250 
million tons harvested in 1075. 

I eking, obviously disappointed, now characterizes the harvest as "an all around 
good harvest." In its yearend pronouneemenl, the governmenl did not repeal its 
*•“ IXl cm hot statement that total grain output shows a lairly big increase over 
1073. itsell a good year, to set a new record." Foreign grain suppliers, who this 
past lall had been asked to postpone deliveries, now are being urged to speed 
up shipments. 


Growing Conditions 


Ciops got oil to a poor start in 1074. I he winter wheal crop was hurt by 
drought during the growing season and by wind and rainfall at the time ofharvest. 
As a result, output failed to measure up to past years despite the record acreage 
planted. Farly rice was set back by Irost but recovered in time to yield a good 
crop. 


Hie moie impoitant lall harvest -- about two-thirds of China's annual grain 
output - was unusually late. Growing conditions, however, were generally favorable 
until late in the growing season. Then drought, heavy rain, and insects over extensive 
areas ol south and central China and prolonged rainfall in north China damaged 
crops before they could be harvested. For example, the late crop was poor in 
Kwangtung Province, a major producer of rice in the south, and in Shantung 
Province, a major producer of corn in the north. 

Foreign Supplies 


This past fall, I eking asked all ol its major suppliers to postpone delivery 
of almost 2 million tons of grain from the fourth quarter of 1974 to the second 
half of 1975. Because of the favorable prospects for the fall harvest at that time, 
Peking apparently believed these shipment's could be delayed in order to ease its 
tight foreign exchange position. Peking has now reversed itself and is once again 
seeking immediate deliveries of grain. For example, Peking has requested that 
Canada accelerate the delivery ol 457,000 tons of wheat during the first quarter 
ol 1975, opened letters of credit to cover an additional 290.000 tons of grain 
Irom Argentina, and refused the request ol a US trader to postpone the delivery 
of 100,000 tons of wheat from the first to the third quarter of 1975. (Secret 
No Foreign Disscm)« 
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Note 


Downturn in Nitrogen Fertilizer Prices 


Nitrogen fertilizer prices, already down 10% since mid- 1 974, probably will 
continue to decline throughout 1975, Although not yet publicly announced, Japan, 
the largest exporter of nitrogen fertilizer, has set its new export price for urea 
30 % below current market prices. Arab and West European sellers, who had been 
coordinating their prices with the Japanese on the upswing, almost certainly will 
follow suit, at least part way, on the downswing. The weakening of nitrogen 
fertilizer prices is mainly tiie result of a retreat from the artificially high prices 
induced by the severe shortages of 1973/74. Supply and demand relationships have 
markedly changed in the past six months because of worldwide recession and the 
continued commissioning of new fertilizer capacity. In 1975, physical output should 
increase even more than the 8 % gain posted in 1974. (Secret No Foreign Dissem) 
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DUSTRIAL PRODUCTION 1 Avcmye Anmiiil (Jrtiwlli Hale Sim* 


INfJEKi 1070 Monthly Average- 100 


PflLSIll ChflMUP 

Lelem lintii I'mviiMin 1 Yem .IMmiiIii 

Mwith Month lll/O ( i«r h«r I flHiii 2 



Nov 74 -2.3 3.1 -4.3 -4.2 


Nov 74 -3.2 3.0 -13,2 -15.2 


, Sep 74 0 2.4 -3.8 -10,7 


Sop 74 -2.3 5.4 4.2 4.3 



Oct 74 -0,8 


Oct 74 -2.9 


Oct 74 -0.1 


1972 


1973 


1974 


Semilogarithmic Scale 
1975 


1.0 -3.1 -1.1 


3.2 -5.3 -18.0 


5.3 0.4 -4.5 


GNP' 


RETAIL SALES' 


Constant Market Prices 


Average Annual Growth Rate Since 


Constant Prices 


Average Annual Growth (tale Since 


Put cent Change 


United Statas 

latest 

Quarter 

74 III 

limn Pluvious 

0 eerier 

-0.5 

1070 

3.2 

1 Year 
Earlier 

-2.2 

Previous 

Quarter 

-2.1 

Japan 

74 III 

-0.2 

5.3 

-3.9 

-0.8 

West Germany 

7411 

- 0.7 

3.1 

1.1 

-2.9 

France 

7411 

0.1 

5.4 

3.8 

0.2 

United Kingdom 

74 III 

1.0 

2.7 

0.6 

4.2 

Italy' 

: 731V 

1.9 

3.7 

5.3 

7.7 

Canada 

i 74 III 

0 

5.3 

4.1 

0 


Percent Change 



latest 

Iiuiii Previous 


1 Year 

3 Months 


Month 

Month 

19/0 

Earlier 

lather 2 

United States 

Nov 74 

-2.2 

1.8 

-6.7 

-13.8 

Japan 

Aug 74 

0.1 

1.0 

-10.3 

6.0 

West Germany 

Aug 74 

-3.6 

1.9 

-2.7 

-8.1 

France 

Sep 74 

10.6 

0.9 

7.2 

-1.3 

United Kingdom 

Nov 74 

0.4 

2.8 

-0.1 

8.5 

Italy 

Jul 74 

3.9 

7.2 

10.1 

-13.5 

Canada 

Sep 74 

-3.7 

4.5 

3.4 

5.6 
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1508 

781 

015 

United Kingdom 

Od 74 

t 7 

I/O 

74 9 

06 

United Kingdom 

7 3475 

*15 88 

991 

461 

0 71 

Itaty 

J»\ 74 

48 

140 

780 

15 7 

Itaty 

00015 

369 

-1035 

17 68 

0 65 

Canada 

U 1 74 

17 

141 

4! 5 

94 

Canada ••«» 

10099 

949 

1 7t 

1 77 

-OH 


TRADE-WEIGHTED EXCHANGE RATES* 



Pm f.d 

’ROn /I 

I 3 M»> 1 

d 77 On 74 

United Stilei 

1644 

-707 

• 044 

030 

Japan 

1093 

-757 

-1438 

-008 

Wait Germany 

34 79 

1)05 

11 93 

055 

Franca 

-1576 

• 188 

-i 14 

• 00 ) 

United Kingdom 

•3970 

-7467 

-1007 

079 

Italy 

3178 

-79 83 

-77 80 

-OU 

Canada 

6 47 

• 015 

151 

-030 


FOOTNOTES FOR WEEKIV INDICATORS 
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C Per Pound US C P'?'* Pound 
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(Monthly Avotoyo t’MCO) 
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COMMODITIES 


CilM* Pfirnn. 


I Mt IC l> rf pound I 

c us ic pe* ptMpKp 

l rati l Ml (C per fWMirwp 
l r.id US IC prr pound) 

,Sht l Ml K pm pound) 

M U!i IC l»et pound) 

T*n LMt IC p*r pound) 

Tm US IC i>nt pound) 

Sfrnl nr.tap IS |)i*t litny too) 

PlfiPnum US dnatr* (S P**» Koy ount r» 
I’lrtPnum US producer l$ per Huy nufcri 


0 J,in 

S4 n 

<yl\ ll 

;m ? 

74 s 

.iso 

:um> 

;usr» 

;14« ii 
U A 

t r» 4 o 

MK)0 


win 
r.n i» 

74 7 
7* s 
,1.1 r» 
.in o 
v:i « 
;ut o 
;<* 7 

i ?<» s 

UK) 0 


Nnr ’4 
A »r* <yO n 

f.4 1 

•f« r» 

74 7 
74 f» 

.11. 0 

.Ml 0 

us s 

.47) 0 
107 .1 
17 7 3 
1 W C 


l)nr 74 
A vo* , 1 'jn 

KM I 
f'S 7 
77 0 
1 7 7 
74 II 
774 
7 <>4 7 
400 S 
70 1 
i r>B f> 

imio 


*Appto»tmala% world marAeT price ttvquonUy used by mayor world producer* and Traders, 
arptoupn only im«H quanliUra of Tfiese meTaT« are actually Traded on i7m* CMC 
••Producers* price, cover* moil primary m*r#/s sold »n Tf»e tinned Siafes 
i Ouored on New Vor* marker 1 * Composne price Tor Cfttcapo. PfnTadeTpfir#. and PiTTsPurph 
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Pet Pound $ Per Busrei 
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AGRICULTURAL PRICES 

(Monthly Average Price) 



• fhi.% in a compiled thrift by the fconomni 
to * tO food commodib*** which pnfpf mt*tnatron»l 
ttndr ComnvKhlir>i atm wrig hied by 3 war moving 
aYpfAQnn of import* (nto indmMah/vd count t?*% 


COMMODITIES 



G JrtM 

Wv*n* 

Ago 

Nov 74 
Avpfftgn 

Ore 73 

Avpfflpn 

Whont-Konsos City #2 Hard Winter (S per bushel) 

4 51 

4 50 

4 08 

5 73 

Corn-Chlcago #2 Yollow ($ per bushol) 

340 

3 35 

351 

2 64 

Soyboans-Chicago #1 Yollow (S por bushol) 

7 06 

0 79 

7 67 

5 95 

Sugar-World Raw Now York # 1 1 (C por pound) 

4375 

4750 

56 80 

11 00 

Cotton-Momphfs 1/<" ($ por pound) 

0 3050 

03735 

04190 

0 7040 
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